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ITION OF MEDICAID and Medi-
by enactment of the Social

rity Amendments of 1965
ished a major role for the
ral Government in financing
Ih care. Medicare, title XVIII
be Social Security Act, pro-
health insurance to persons

aged 65 years and over who are
eligible for social security. Medi-
caid, title XIX, is a federally as-
sisted State program which offers
health benefits to low-income per-
sons on public assistance and, in
some States, to those deemed medi-
cally needy because their incomes

are only slightly above the welfare
standards. Depending upon the per
capita income of a State's popula-
tion, the Federal Government pays
between 50 and 78 percent of the
costs of the State's Medicaid pro-
gram. Within broad Federal guide-
lines, the States determine the eligi-
bility of recipients, scope of serv-
ices, and amounts paid to providers.

Today, 10 years after its incep-
tion, Medicaid is assuring financial
access to health care services for
more than 23 million persons (fig.
1). However, dramatically escalat-
ing costs, operational weaknesses,
and provider and recipient fraud
and abuse have placed the pro-
gram under increased scrutiny. As
the likelihood of replacing Medi-
caid with a comprehensive national
health insurance program has
waned, Congress and the President
have put forth proposals for re-
defining the Federal-State partner-
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ship-their respective roles, respon-
sibilities, and resources-in financ-
ing health services to the poor.

Antecedents of Medicaid
Although the enactment of Medi-
caid legislation represents the most
dramatic commitment, Federal fi-
nancing of health care for the poor
has been part of the State welfare
system since the 1930s. iMotivated
by the depression, the Social Secu-
rity Act of 1935 marked the begin-
ning of the American social wel-
fare system, which provides govern-
ment protection from financial
calamities for "deserving individu-
als." From this legislation two
concepts of social welfare emerged:
social insurance for the working
population (unemployment insur-
ance, workmen's compensation,
guaranteed pension) and public
assistance-direct financial aid pro-
vided by the States-for those un-
able to work.
The Social Security Act estab-

lished categorical assistance pro-
grams for needy aged and blind
persons, for one-parent families
with children, and later for the
disabled. Although the act did not
provide medical insurance per se
for recipients of categorical assist-
ance, the individual recipient's
medical expenses were included in
determining the size of the monthly
payments, which could be matched
by Federal funds. Participation by
the States in the Federal categori-
cal programs was, however, op-
tional and, as a result, medical
services remained only a small part
of welfare assistance.
The Social Security Amend-

ments of 1950 expanded the cate-
gories of public assistance and pro-
vided for a federally supported
program of direct reimbursement-
vendor payments-to physicians
and hospitals. States were encour-
aged to take part in the program
and, within 10 years, approximately
40 States had plans.
The Kerr-Mills Act of 1960 pro-

vided more generous, open-ended
Federal matching for all vendor
payments and established a new

Figure 1. Number of Medicaid recipients In the United States,
fiscal years 1970-76
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category of public assistance-
"medically needy" aged persons
who were not receiving cash assist-
ance. By the end of 1965, 50 States
and 4 jurisdictions had federally
approved vendor payment pro-
grams for medical care.

Major Features of Medicaid
The Kerr-Mills program was
viewed by many as only a tempo-
rary solution to the problem of pro-
viding medical care for the aged.
Even before the States had fully
implemented Kerr-Mills, organized
groups of senior citizens questioned
why the elderly should be forced
into retirement and required to
accept welfare to receive health
services. The special needs of the
elderly coupled with rapidly in-
creasing hospital costs and the
plight of impoverished minorities
brought strong pressure on the Con-
gress throughout the early sixties to
enact a compulsory health insur-
ance program. A myriad of health
proposals were introduced, such as
subsidized insurance for the aged
for physicians' services, hospital in-
surance for the aged under social
security, and larger Federal grants
to the States to provide health care
services to indigents. Finally, in

July 1965 several of the proposals
were combined to form Medicare
and Medicaid.

Medicaid was the "sleeper" of
the 1965 legislation. Congressional
debate had focused almost ex-
clusively on Medicare, the program
for the elderly. By contrast, Medi-
caid, which was viewed as an ex-
tension and improvement of the
Kerr-Mills program and the exist-
ing welfare system, was quickly
written and hastily passed. Its archi-
tects never delineated clear goals or
came to grips with the problems
endemic to the structure of the wel-
fare programs, particularly the
problem of determining eligibility
through means tests. Furthermore,
as Medicaid began, policymakers
had no clear sense of the potential
costs of the program or of the im-
pact of pumping vast sums of Fed-
eral dollars into the private sector
of the medical market.

Medicaid's goal, however vague,
was ambitious: "to provide the
poor with the same access as the
rich to mainstream medical care."
Each State was encouraged "as far
as practicable to provide medical
assistance to families with depend-
ent children and to the aged, blind,
and permanently and totally dis-
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Medicare-Medicaid

individuals whose income and
are insufficient to meet

costs of necessary medical serv-
By 1975 the States were to

r "comprehensive care for sub-
aily all individuals." Within a
r of months the term "com-

ensive care" became more
bolic than substantive": A
policy interpretation by the

ent of Health, Education,
Welfare (DHEW) required
that the State "show progres-
steps in the direction of a com-
ensive scope of medical care
services" (I).
he Medicaid program has these
or features:
e the earlier welfare programs,
a Federal-State partnership in
ch the Federal Government pro-
financial support and general

elines, and the States assume
rol and direction of operations.

It requires a participating State
cver all persons receiving cash

ce under the Aid to Families
Dependent Children (AFDC)

. (Before implementation
the Supplemental Security In-

(SSI) program in 1974,
s were also required to cover
aged, blind, and disabled cash

nce recipients.)
gives a participating State the
*n of including medically needy
ns in the following categories:
dent children and their fami-
the aged, the blind, and the
mled.

it substitutes a single program of
ica assistance for the payments
r the categorical programs for
assistance for the aged.

It offers a higher rate of Federal
hing for vendor payments than
Kerr-Mills program.

It requires a participating State
offer under its program the fol-

g services: inpatient and out-
dnt hospital services, other lab-
ry and X-ray services, skilled

services, physicians' serv-
home health services, and

DT. The amount, scope, and
don of the basic services are left

the discretion of the States.

* It allows the States to pay for
other specified health care services
and receive Federal matching funds
for these optional services.
* It emphasizes State responsibility
rather than the local responsibility
stressed in the earlier welfare pro-
grams.
* It retains from the previous wel-
fare structure the concept of vendor
payments (payments made directly
from the State to health care pro-
viders) and expands the concept of
the medically needy to include all
persons, not just the elderly, whose
medical bills are beyond their means
but who are not eligible for cash
assistance.

Although the States are not re-
quired to have a Medicaid program,
strong incentives have been pro-
vided. After December 1969, no
Federal funds were available for
medical vendor payments for the
categorical-related health assistance
programs or for Kerr-Mills pro-
grams. Also, Federal matching
funds were offered to help States
pay for the administration of their
programs. By the end of 1966, 29
States had initiated a Medicaid
program. Today, 49 States, the Dis-
trict of Columbia, Guam, the Virgin
Islands, and Puerto Rico offer
Medicaid, and Arizona expects to
begin its program in July 1977.
Thirty-two programs cover the
medically needy in addition to wel-
fare recipients.

Problems In Management
Problems in management of the
Medicaid program developed im-
mediately in implementing the
sometimes vague and often con-
fusing legislation. Because Medicaid
was the outgrowth of earlier pro-
grams, implementation proceeded
simultaneously at the Federal and
State levels. Manv States with well-
organized Kerr-Mills programs be-
gan developing State plans as soon
as the bill was passed and thus pre-
empted the opportunity for Federal
initiative and direction.

Meanwhile, at the Federal level
the question of whether Medicaid

was an income-maintenance pro-
gram or a health program created
an organizational dilemma. Should
the program be administered by
DHEW's Welfare Administration
or Public Health Service? After
lengthy discussion, the task of ad-
ministering Medicaid was given to
the Division of Medical Services in
the Bureau of Family Services of
the Welfare Administration, which
had previously been charged with
oversight of the Kerr-Mills pro-
grams. Twelve new positions were
added to the division's staff of 23,
including clerical personnel, as it
began interpreting the legislation,
preparing guidelines, negotiating
with the States and jurisdictions,
and administering a budget which
within a year totaled $1.6 billion.

By contrast, Medicare's imple-
mentation, according to Robert and
Rosemary Stevens' history of Medi-
caid, "had the advantage of being
a completely new program, one ad-
ministered solely from the federal
level by a well established, well
ordered and well accepted entity in
HEW" (2). Ample planning time,
in which staff were hired and pre-
liminary guidelines prepared, pre-
ceded the implementation of that
program.
The first congressional attempt

to improve the management of
Medicaid came with the passage of
the Social Security Amendments of
1967. Enacted only 2 years after
the bill's passage and only 1 year
after most State programs were
started, these amendments reflected
growing concern by the Federal and
State governments with the admin-
istration of the program. Federal
guidelines were established requir-
ing States to review, on a continu-
ing basis, the cost, administration,
and quality of medical care pro-
vided in their programs. Stricter
standards to insure quality care and
periodic reviews to appraise utiliza-
tion patterns were required for
nursing homes.

In attempting to improve admin-
istration of the Medicaid program,
the 1967 amendments also greatly
expanded the Federal responsibil-
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ity. Concemned with the health of
children in low-income families, the
Congress mandated, for persons
under 21 years eligible for Medi-
caid, the Early and Periodic Screen-
ing, Diagnosis, and Treatment
(EPSDT) program to "ascertain
their physical and mental defects
and such health care, treatment
and other measures to correct or
ameliorate defects and chronic con-
ditions discovered ...." Thus, not
only is child health now a major
program priority, but the States are
expected to administer and the
Federal Government is expected to
oversee a program for the direct
provision of health care services.

In 1970, a Senate Finance Com-
mittee report (3) and an independ-
ent DHEW task force (McNerney
report) (4) underscored the need
for better management of the
Medicaid program. The Division
of Medical Services, which had
been given bureau status and re-
named the Medical Services Admin-
istration in 1967, was given 80
new positions, bringing its total to
160. Two management themes were
stressed: improving management
information systems in the States
and strengthening procedures for
developing policy guidelines and
regulations.
The Social Security Amendments

of 1972 reflected the continued dis-
enchantment of the Congress with
the program. In an effort to im-
prove State compliance, penalty
provisions were enacted which al-
lowed Federal funds to be withheld
from States for failure to implement
the utilization review and EPSDT
programs mandated by the Con-
gress. In addition, the amendments
established professional standards
review organizations composed of
practicing physicians in local areas
to undertake a comprehensive and
ongoing review of services under
Medicaid and Medicare to deter-
mine if they are "medically neces-
sary" and in accordance with pro-
fessional standards.
A major shift in the Federal

posture has occurred in the last few
years. As the Medicaid program has

matured, the Federal focus has
shifted from encouraging expansion
of State programs to assuring their
integrity. The Federal Government
has developed a number of meas-
ures designed to assure that appro-
priate and high quality care is de-
livered only to eligible recipients by
qualified providers and is currently
undertaking in-depth review of
several aspects of the programs.

Medicaid's eligibility quality con-
trol program is designed to insure
that all Medicaid recipients are ac-
tually eligible for the benefits. This
activity complements the AFDC
eligibility quality control program
and the Social Security Adminis-
tration quality assurance program
covering Medicaid recipients whose
eligibility is determined by the So-
cial Security Administration.

Provider fraud and abuse is being
attacked through evaluation and
monitoring of the States' fraud and
abuse surveillance activities. The
Federal program is designed to
document and highlight a State's
capability to identify and prosecute
providers who are benefiting un-
fairly from treating Medicaid pa-
tients. Once a State shows that it
can detect and take action on
fraudulent or abusive practices, the
incidence of these practices rapidly
declines.

Financial reviews are Federal
studies which evaluate the effective-
ness of State operations and the
appropriateness of Federal reim-
bursement for State claimed ex-
penses for these operations. As many
as 12 different reviews can be made
in each State to identify weak-
nesses, provide technical assistance,
and save Federal funds.

High Costs
It was apparent almost from the
start that costs of the Medicaid
program would exceed projections.
Budgeters with little reliable actu-
arial data on which to base their
estimates had anticipated that
Medicaid would add $250 million
to the $1.3 billion in vendor pay-

ments for Kerr-Mills programs in
1965. By 1967 program costs had
already passed $2 billion and were
rising steadily. (All figures in this
paper are for fiscal years.)
The Social Security Amendments

of 1967 instituted a limited defini-
tion of "medically needy" in an
effort to control program costs. By
1969, however, the payments to
providers of health services had in-
creased to $4.4 billion (fig. 2), and
Congress stated that the goal of
having a "comprehensive" Medi-
caid program in all States could be
postponed until July 1, 1977, and
that the States could drop optional
services if they faced serious budget
constraints.
The 1972 amendments to the

Social Security Act, passed after
program costs had increased 91 per-
cent between 1969 and 1972, from
$4.4 billion to $7.3 billion, made
significant changes in the program.
The requirement that States move
to "comprehensive care" was elim-
inated. States were permitted to
control costs by requiring cost shar-
ing for the medically needy and for
optional services used by categorical
recipients.

Basic Difficulties
In spite of all the amendments, in-
adequate program management and
high costs have persisted. The rea-
sons are undoubtedly many and in-
terrelated, but perhaps the major
shortcoming of the amendments is
their failure to attack basic prob-
lems. Efforts to improve program
management never attempted to
deal with the basic difficulty of im-
plementing complicated legislation,
particularly that concerning eligibil-
ity. Eligibility criteria are so com-
plex that, for example, 500 case-
workers are needed to determine
eligibility for patients in the Los
Angeles County hospital alone, a
fact discovered in a 1975 review of
California's program by the Medi-
cal Services Administration.
Nor have the amendments elim-

inated the confusion over where
accountability and program control
rest in the Federal-State partner-
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We 2. Medicaid and related program payments to providers of health care,
ml years 1968-76

tyments to intermediate care facilities are included in the totals for fiscal years 1969-72
though they were administered under the cash assistance program until Jan. 1, 1972. when
were transferred to title XIX.

diip. As Federal expenditures for
Medicaid have risen, so has the
Federal concern over how well the
money is being spent.
From an initial posture of moni-

toring and advising, the Federal
role has grown to include the func-
tion of oversight. Target areas for
oversight have been identified:
long-term care, management infor-
mation systems, fraud and abuse,
and control of utilization. Yet de-
spite the increased expectations for
Federal oversight of the 53 pro-
grams, the Federal "presence," or

capability, has remained small.
Thus the amendments added in-
creased responsibility without add-
ing commensurate resources and
control.

Similarly, efforts to control pro-

gram costs have focused on elimi-
nating services, instituting cost shar-

ing, and reducing unnecessary
utilization without ever tackling the
inflationary aspects of the legislation
-the provisions for "reasonable
cost reimbursement" to providers
and open-ended Federal matching.
Furthermore, there has been little
recognition that Medicare's incom-
plete coverage for long-term care

would require Medicaid to devote
approximately 40 percent of its
funds to long-term care.

One other problem for which
Medicaid has been harshly and
justifiably criticized, but which has
received little attention from the
Congress, is its inequity among the

Medicare-Medicaid

States, a criticism particularly valid
since the program is more than 55
percent federally funded. As a re-
sult of variations in eligibility re-
quirements, persons who would re-
ceive benefits in one State may not
be eligible in another State. Thus,
Medicaid does not cover all the
poor, by any means. In 17 States
for example, fewer than one-third
of the poor received medical bene-
fits from Medicaid in 1970.

Accomplishments
During its 10 years, the Medicaid
program has produced two major
accomplishments: It has improved
dramatically the financial access of
the poor to medical services, and it
has provided experience that is
proving valuable in considerations
of national health insurance.

Access to health care. Without
question, Medicaid has extended
health care to low-income persons
who otherwise would not have re-
ceived services. According to
DHEW's recent report on health
trends in the United States (5), in
1964 approximately 28 percent of
the poor had not seen a physician
in the previous 2 years; by 1974
that figure had dropped to 17 per-
cent.

It is estimated that one in every
five Americans has received some
medical care through the Medicaid
program. In 1974 alone, more than
21 million persons received at least
one service reimbursed under the
Medicaid program.

Currently, the poor are using
health services at about the same
rate as the nonpoor. In fiscal year
1973 the average health care bill
was $384 for all Americans, com-
pared with $432 for Medicaid wel-
fare recipients and $749 for the
medically needy and institutional-
ized Medicaid recipients (6).

Lessons for national health insur-
ance. As the largest and most
direct Federal program for pro-
vision of health care services to a
broad range of recipients, Medicaid
has provided experience that may
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prove valuable in considering the
effects of a national health insur-
ance program. It has afforded
States the opportunity to influence
and shape their health delivery sys-
tems-to test various administrative
mechanisms and to deal with such
items as size and structure of bene-
fits, cost sharing, alternative ap-
proaches to long-term care, rate
regulations, and health mainte-
nance organizations. The mush-
rooming cost of the Medicaid pro-
gram, due primarily to the large
increase in recipients and inflation
in health care costs, has hastened
concern and caution among policy-
makers about the possible harmful
effects of enacting a comprehensive
national health insurance program.

Experience with Medicaid shows
clearly that a successful national
health insurance program is pos-
sible only if the operational prob-
lems of a large public program for
financing health services are solved
first. Solution of these problems re-
quires high-level commitment in
the legislative and executive
branches of both Federal and State
governments. It also requires man-
agers who are not only strong and
tough but also compassionate and
sensitive. Any legislation aiming
toward national health insurance
must address public policy issues
such as equity of benefits, as well as
existing operational problems.

Conclusions
Recent events, including Medicaid
cutbacks in many States and docu-
mentation by the General Account-
ing Office, the media, Congres-
sional committees, and DHEW of
extensive operational weaknesses in
the Medicaid program, have pro-
duced a consensus that the obstacles
to an equitable and comprehensive
health care program for the poor
must be eliminated. Either the Fed-
eral presence-staff, accountability,
and authority-must be increased
multifold to allow effective and
efficient management of the 53
separate State Medicaid programs,
or the States should be made clearly
accountable for providing health

care to the poor, with a concomi-
tant decline in Federal oversight.

President Ford, in the Financial
Assistance for Health Care Act
(H.R. 12233, introduced March 2,
1976, and S. 3137, introduced
March 15, 1976), has proposed
realigning the responsibilities and
resources so that the States would
be held accountable for manage-
ment of their programs. The pro-
posal would consolidate Medicaid
and 15 categorical health programs
into a $10 billion block grant to
the States. To achieve a more
equitable distribution of Federal
dollars among States, the funds
would be distributed on the basis
of the number of low-income per-
sons in a State. States would not be
bound by categorical restrictions
but could determine the low-income
population they would serve. Be-
sides targeting the funds on the
low-income population, the only
other restrictions on the use of
funds would be that 90 percent be
spent on personal health services,
5 percent on community and en-
vironmental health activities, and 5
percent on other health activities
including health planning and rate
regulation.

Proponents of increasing the Fed-
eral presence include Senators Rus-
sell Long, Abraham Ribicoff, and
Herman Talmadge. In the proposed
Catastrophic Health Insurance and
Medical Assistance Reform Act of
1975 (S. 2470, introduced October
3, 1975), Senators Long and Ribi-
coff recommend replacing Medicaid
with a uniform national program of
medical benefits for 35 million low-
income persons administered by the
Social Security Administration.
Senator Talmadge's legislation, the
Medicare-Medicaid Administrative
and Reimbursement Reform Act
(S. 3205, introduced March 25,
1976) would tighten the require-
ments on the States for eligibility
determination and claims proces-
sing and increase the Federal re-
sponsibility for monitoring State
performance. Annual DHEW as-
sessments of State programs would
be undertaken to determine com-

pliance with uniform Federal stand-
ards, which are specified in the bill.
The Federal contribution to a
State's administrative costs would
be decreased or withheld from
States not in compliance, whereas
those States with exemplary prac-
tices would be reimbursed for a
higher percentage of their adminis-
trative costs. Likewise, performance-
based reimbursement would reward
efficient hospitals and nursing
homes and limit reimbursement to
inefficient institutions.
Over the next few years, the Con-

gress and the President will deter-
mine how health care for the Na-
tion's poor shall be financed and
administered. The basic adminis-
trative issue is whether the Federal
Government or the State govern-
ments will have primary responsi-
bility for the system. The experi-
ence with the first decade of Medi-
care and Medicaid will influence
the decision on this issue and will
provide the knowledge needed for
a successful implementation of the
decision.
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